Federal-State Joint Board On Universal Service, Report and Order, 12 FCC Rcd. 8776,
8933 (1997):

We are not persuaded by commenters that assert that providing support to CLECs based
on the incumbents' embedded costs gives preferential treatment to competitors and is thus
contrary to the Act and the principle of competitive neutrality. While the CLEC may
have costs different from the ILEC, the CLEC must also comply with Section
254(e), which provides that **[a] carrier that receives such support shall use that
support only for the provision, maintenance, and upgrading of facilities and services
for which the support is intended.” Furthermore, because a competing eligible
telecommunications carrier must provide service and advertise its service
throughout the entire service area, consistent with section 254(e), the CLEC cannot
profit by limiting service to low cost areas. If the CLEC can serve the customer's
line at a much lower cost than the incumbent, this may indicate a less than efficient
ILEC. The presence of a more efficient competitor will require that ILEC to increase its
efficiency or lose customers. State members of the Joint Board concur with our
determinations regarding the portability of support.

Federal-State Joint Board on Universal Service, Ninth Report & Order and Eighteenth
Order on Reconsideration, 14 F.C.C.R. 20,432, 20,480 (1999):

To ensure competitive neutrality, we believe that a competitor that wins a high-cost
customer from an incumbent LEC should be entitled to the same amount of support
that the incumbent would have received for the line, including any interim hold-
harmless amount. While hold-harmless amounts do not necessarily reflect the forward-
looking cost of serving customers in a particular area, we believe this concern is
outweighed by the competitive harm that could be caused by providing unequal support
amounts to incumbents and competitors. Unequal federal funding could discourage
competitive entry in high-cost areas and stifle a competitor's ability to provide
service at rates competitive to those of the incumbent.



